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Freeport Minerals Corporation and Arizonans for Electric Choice and Competition
(jointly “AECC”) hereby submits these Comments to the November 3, 2014 draft Staff
Assessment (“Assessment”) filed in the above-captioned matter.

INTRODUCTION

AECC supports the Integrated Resource Planning (“IRP”) process as a means to
ensure that Arizona electric utilities plan for and construct generation facilities when
appropriate, but only after seeking wholesale market alternatives that represent the least-
cost options for the benefit of ratepayers. Due to the rapid evolution of technology in both
power supply/energy efficiency and demand/energy consumption, the market should
dictate how generation resources are developed across a long planning horizon. There
should be no mandated generation requirements. Rather, Arizona electric utilities must
adapt their long-term resource needs to the changes in the market that are likely to offer

more efficient and cost-effective solutions for both residential and commercial customers.
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ASSESSMENT

L Major Findings

The Assessment highlights some of AECC’s concerns with long-range planning
efforts that seek to justify the development of generation resources. AECC agrees with
Staff’s Major Finding that Arizona Public Service Company’s (“APS”) proposed Ocotillo
Modernization Project does not represent the most economic choice for an additional
290MW of generation capacity. There is existing wholesale generation capacity in
Arizona, and the market can provide more economic options without any incremental
impact on the environment, as these generation facilities have already been built. APS’
September 2014 updated “Managed Coal Strategy” Portfolio, which AECC prefers over
the other alternatives, represents an estimated $106 million dollar reduction in costs from
the Base Portfolio originally filed in April 2014. Howeyver, if the Ocotillo Modernization
Project were replaced with market power, the savings could be even more.

AECC also agrees with Staff’s other Major Finding that APS and Tucson Electric
Power Company’s (“TEP”) load forecasts are aggressive given the state of today’s
economy, as well as more recent load-growth data. In addition, the advent of new
technologies in distributed generation, demand-side management and energy efficiency
has altered the landscape of how electricity is generated and consumed; hence, the
historical load growth patterns in Arizona upon which APS and TEP rely are outdated and
do not accurately represent what future generation needs will be.

II. Annual Rate Increases

Of particular concern to AECC is the rate impact and projected annual rate
_increases for electricity based on the 2014 IRPs. The Assessment merely reports that the
estimated average annual rate increase for APS and TEP is 4.4% and 3.9% respectively.
However, there is no analysis as to whether these projected annual increases are consistent

with projected annual increases in other regions of the United States. For instance,
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according to the United States Energy Information Administration’s November 2014
short-term outlook, retail electricity rates are projected to increase in 2015 throughout the
country by an average of 1.7%.! Understandably, new environmental regulations will
have impacts on the cost of electricity. Unfortunately, the Arizona utilities do not provide
any specific link or nexus between the expected cost of environmental regulatory
compliance, and the impact on rates (other than to provide a projected annual increase).
The Assessment should contain more information and detailed analysis about the link
between planned facilities and their project cost impact on rates.

III. High Renewable Energy Portfolios

Both APS and TEP studied resource portfolios with a larger renewable energy
component than what is included in their base portfolios. Renewable energy proponents
argue that the incremental cost of renewable technology can serve as a ‘hedge’ to
ratepayers and offset the risk of rising fuel prices — namely natural gas. Freeport
disagrees. Other than nuclear energy, natural gas provides the only reliable, low-carbon
energy source that can replace coal in both short and long-term markets. Furthermore, all
indications are that pricing for natural gas will remain steady for the foreseeable future.

Over the past 5 years, natural gas prices have gone down approximately 33%.
While both APS and TEP expects the price to rise by about 50% over the next 15 years,
there are several ways to mitigate exposure to rising fuel costs without investing in
expensive renewable generation that may itself become “stranded” by technological
improvements and increased efficiencies. In-house fuel hedging programs, coupled with
market purchases, can help equalize the price of fuel. However, there is no indication that
the long-term price of natural gas will make today’s renewable technology more attractive

at the price per-kwh it takes to develop such resources.

! http://www.eia.gov/forecasts/steo/report/electricity.cfim
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CONCLUSION

While the IRP process can be used as a tool by Arizona utilities to consider the
Commission and stakeholder input when addressing the need for additional generation, it
should not also be used to justify and mandate the construction of new facilities (both
traditional and renewable generation). Approval of specific projects should be done in
accordance with A.A.C. R14-2-704(E), subject to a concurrent review of market
alternatives to determine the most economic option in light of Commission mandates
concerning generation mix and portfolios. Finally, any final Commission order
acknowledging one or more resource plans should address the expected impact on
residential and commercial customer rates over the 15-year planning horizon, based on the
resources identified in each plan.

RESPECTFULLY SUBMITTED this 5™ day of December, 2014.
FENNEMORE CRAIG, P.C.

C. Webb Crocket
Patrick J. Black
Attorneys for Freeport Minerals
Corporation and Arizonans for Electric
Choice and Competition

ORIGINAL and 13 copies filed
this 5™ day of December, 2014 with:

Docket Control

Arizona Corporation Commission
1200 West Washington Street
Phoenix, Arizona 85007
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COPY of the foregoing hand-delivered/mailed/emailed
this 5™ day of December, 2014 to:

Janice Alward

Chief Counsel Legal Division
Arizona Corporation Commission
1200 West Washington Street
Phoenix, Arizona 85007

Steve Olea, Director

Utilities Division

Arizona Corporation Commission
1200 West Washington Street
Phoenix, Arizona 85007

Timothy M. Hogan

Arizona Center for Law in the Public Interest
202 E. McDowell Rd., Suite 153

Phoenix, Arizona 85004

Attorneys for SWEEP and WRA

- Jeff Schlegel

SWEEP Arizona Representative
1167 W. Samalayuca Dr.
Tucson, Arizona 85704-3224

Daniel W. Pozefsky

Chief Counsel

Residential Utility Consumer Office
1110 West Washington, Suite 220
Phoenix, Arizona 85007

Greg Patterson

Munger Chadwick

916 West Adams, Suite 3
Phoenix, Arizona 85007

David Berry

Western Resource Advocates
PO.Box 1064

Scottsdale, Arizona 85252

Giancarlo G. Estrada
Kamper, Estrada & Simmons
3030 N. 3™ Street, Suite 200
Phoenix, Arizona 85012

Attorneys for Solar Energy Industries Association
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